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Long, Winding Road to Recovery 
Jan 10,.2011 5.00AM GMT 
Source: 
The Journal of Commerce Magazine 
Lawrence Gross and Noel Perry 

This will be a turbulent, eventful year for trucking, dominated by capacity issues, primarily 
on the truckload side. Fueling the turbulence will be a combination of economic and 
regulatory pressures. With important shoes yet to drop — most significantly, the new 
hours-of-sen/ice ruling from the Federal Motor Carrier Safety Administration — the full 
extent and timing ofthe problem is up in the air. The question, however, isn't whether 
there wiil be a problerii but how bad the problem will be. 

The base ingredients for a capacity shortage are wired iri, and the main cause won't be 
equipment, but rather drivers. Truckload motor carrier capacity declined significantiy 
during the downturn, through voluntary downsizing by many carriers and involuntary exits 
by others. Importantly, the carriers making it through the downturn did so in part by 
ruthlessly cutting fixed costs, including expensive driver recruitment and training 
infrastructure. With an ample supply of trained, experienced drivers at the ready, it made 
no sense to maintain this expensive infrastructure in the face ofthe rnost severe traffic 
downturn in a generation. 

Now the situation is turning. Given the severity of the downtum, the. economic recovery 
has been tepid. Fortunately for the transportation industry, it's been led by economic 
sectors that produce truck freight. The result has been tmck freight growth exceeding the 
overall improvement in GDP. The experienced driver pool has been soaked up and new 
drivers must be recruited to refill the pipeline. But given the uncertainty ofthe pace and 
durability of the recovery, carriers are reluctant to increase their fixed costs by committing 
to the needed rebuilding of their extensive human resources and training departments. 

The result will be a shortage of drivers at a time, paradoxically enough, of 9.6 percent 
unemployment. The shortage won't be the result of a lack of prospective drivers so much 
as ashortage bf human resource processing capacity on the part of the trucking industry. 
Although FTR predicts a continuation ofthe anemic recovery pace, even this wilt be 
sufficient to produce a driver shortage rivaling or exceeding the most recent such event in 
2004. 
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To this pre-existing shortage niust be added the effects of various reguiatory changes 
bearing down on the industry. Including the Comprehensive Safety Analysis 2010 
initiative, driver identification requirements, pre-employment screening, electronic on
board recorders and.the potential change in hours of seWice. Although the timing arid 
effect of some of these changes is uncertain, some, things are established. 

Effective this month, states now require proof of legal residency to Issue a driver's license. 
An estimated 5 percent ofthe current U.S. population lacks such proof today. Is there any 
reason to expect thedrivef population is any different? 

CSA 2010 is morphing into CSA 2011 as the administratksn fine-tunes the reporting 
requirements and factor weighting. But the outlines ofthe regulation are coming into sharp 
focus and there seems to be a consensus that the roll out of implementation this year will 
prompt an exodus of drivers with substandard safety records from the industry. 

Current regulations call for mandatory use of electronic on-board recorders only by 
problem carriers. In our view, a mandate for industrywide implementation is inevitable. 
Preliminary reports from those installing EOBRs point toward a short-term reduction ih 
miles per day of around 5 percent. 

Hovering over ali these other changes is potential revision in hours of sen/tee. Although 
it's difficult to make predictions in any political process, the general belief is there will be 
some combination of reduction in allowable driving hours along with a requirement for one 
or more "breaks" during the course of the driving day. There also may be an increase in 
the hours of rest required to restart the driver clock. 

When and if implemented, such changes would result in an immediate and potentially 
severe reduction in driver productivity, with a commensurate increase.in demand for more 
drivers. If the FMCSA does more than tinker around the edges ofthe current HOS 
regulations, a court challenge froni the industry is likely. This likely would postpone any 
changes, perhaps into 2012. 

Although many questions remain, we can predict with some confidence these many 
changes will produce substantial strain on the driver supply, as well as carriers' ability to 
adapt The net effect wiii be to at least double the shortage already in the cards. 

How might this shortage change the trucking landscape? Near terni, perhaps as soon as 
the second quarter of this year, expect a bidding war to begin among truckers seeking to 
attract and retain experienced drivers, with a consequent increase in carrier labor costs. 
As the shortage intensifies, the shift in pricing power firom, shipper to carrier that is already 
well underway will gather momentum. Shippers that mistreated their carrier base during 
the downturn may come to regret their shortsightedness as carriers become more 
selective in whom they choose to sen/e and, in effect, "fire" such customers, forcing them 
to scramble for capacity in a tightening market. 

With driver tinie becoming ever more precious, there wili be operational changes to 
maxirhize driver productivity and drive waste out ofthe system. Shippers that treat drivers 
favorably and concentrate on getting them in and out expeditiously will be favored, while 
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those choosing othenvise will find capacity increasingly difficult and costly to obtain. "Drop 
and hook" operations will take precedence over live-loading in order to maximize the 
utilization of scarce driving time. The cost differential between unpredictable random-route 
freight and highly engineered dedicated operations wiil grow. 

The capacity gap wili be more acute on the truckload side than in less-than-truckload, 
which has been holding more unused capacity. Driver turnover is much tower in LTL 
operations, and driver quality of life is better than in many truckload operations. The LTL 
side may even benefit to some extent as some partial truckload and multistop operations 
become more expensive and force volume back into conventional LTL. The industry, 
however, is vulnerable to changes inHOS regulation, which, if severe enough, would 
force wholesale re-engineering of driver cycles and networks. / 

Rail and intermodal largely will benefit from the situation, There is a limited ability to move 
sbme truckload freight into rail cartoad, but tfiis of course is contrained because many 
facilities lack rail access, so must rely on truck in some form for the first or last mile. 
Intermddat offers a ready alternative for traffic moving in major long-haul lanes, but its 
capacity also witl be constrained to a certain extent and, given the relatively limited 
intermodal network, represents onty a partial solution. 

If the shortage gets severe enough, it witl pass from a rate issue to a situation where some 
truck freight simply won't be able to move in a timely fashion, this Isa relatively 
unprecedented situation for our economy and would generate severe pressure on atl 
concemed to fix the problem — and fast. The result might be changes in truck size and/or 
weight regulations to try to squeeze more productivity out of the driver. 

So buckle your seatbett. We're going to experience some turisuience. 
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TRUCK DUVEItS DOWNSHIFT 

Numbtr oftnitkload and Itit-thaa-tiuditead dtwen, m theuiaadt. 

Tli« freight letovery hasn't trAnshled l« » cotiosponding in(i«Ae in truckload »nA LTl drivers. Aliliough the number 
of touclclMd drlv«i» inci«ased Q.6 per<«ntyMr«wr-year In 0(tol>«r. there are still 12'peicent fewer driven toiiay 
t lu i i the 548,000 in 2000. On the LTL side, the 184,000 dilvers in October w » 2 peicent lost than a year earlier and 
20 percent less than the lOyearhigb of 2)1,000 In 2006. 
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Woe/ Pe/ry is managing direclorand sentor consultant for FTR Associates. He can fte 
contacted at npenyC^ftrassociatBs.cdm. Lany Gross is senior consultant for FTR and can 
be contacted at Igrossf^ftrassociates. com. 
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Truckload Regulation Labor Tmcking 

Source URL: http://www.joc.com/trucklng/lQng-wlndlna-road-reeovflry 
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Trucking Scrambles to Add Jobs in 
IVIarch 
Apr 1.20113:02PM GMT 
Pace of transportation hiring, stowed after surge in February 
William B. Cassidy 
Source: 
The Joumal of Commerce Online 

Trucking showed the strongest employment growth in March among transporiation and 
warehousing industries tracked by the Bureau of Labor Statistics. 

Hiring slowed, however, after a surge in employment in February. Trucking added 1,600 
jobs in March, compared with 11,000 jobs in February, the BLS said. 

The BLS reported transportation employment dropped by about 1,000 jobs in March, whilis 
total non-farm payroll employment rose by 216,000. 

Most of March's job gains were fn sen/ice-providing industries, mining and manufacturing 
employment, accoreting to the seasonally adjusted figures. 

Those gains dropped the unemplpyment rate to 8.8 percent and the total number of 
unemployed persons dropped fTom 13.7 million to 13.5 million,, the BL.S said. 

'However, even the addition of 12,600 jobs over the past two months only boosts trucking 
emplbynnent 1 percent from January, to about 1,267,200 employees. 

Trucking's workforce is stilt 12.7 percent smaller than it was in March 2007, however, a 
sign of deep payroii cuts before and during the recession! 

Trucking companies are aggressively recruiting truck drivers as freight demand rises, with 
Holland, a Midwestern carriei', looking to hire 1,000 drivers. 

The BLS tracks payroll numbers at about 110,000 for-hire motor carriers, far short of the 
total number of carriers, but still a significant portion of for-hire trucking. 
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Trucking employed almost 30 percent of the workers involved in transportation and 
warehousing last month, the largest segment, according.to the BLS figures. 

The warehousing and storage industry, the next largest employer in the sector, according 
to the BLS, lost about 2,900 jobs, falling to 625.400. 

- Contact Wll iam B. Cas&dy at wcasskjy&joc.com. 

yi^JLQUSLngjPistributioo Espnomy Labor Trucjdrig United .States 

Source URL: http://www.jcc,com/trucklng/tmcking-scrambles-add-jcbs-march 
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Supply, Demand and Price Elasticity 
IMar 21, 20114:00AM GMT 

Tom Finkbiner 
Source: 
The Joumal of Commerce Magazine 

We have all seen vivid demonstrations of supply-demand economics in our daily lives 
recently. The rnost graphic exampte is in the price of oil and its impact on gasoline and 
other oil-based fuels. 

One commentator recently said that fbr every 1 percent decline in the supply of oil, the 
price increased 20 percent. This relationship was tied closejy to the recent Middle East 
political uprisings and the news that the only real disruption Was the 1 percent reduction in 
worid production represented by the Libyan oii field closures. Of course, much ofthis 
impact was in futures market speculation. 

A second lesson would be in the housing market, where prices dropped an average of 30 
percent nationwide as demand disappeared. 

A relevant lesson fbr the shipping and transportation industry is the 15-year history. — 
perhaps longer—of overcapacity in airiine passenger services and the impacl.on prices. 
When you have 20 large competitors and a maricet growing in the mid-single-digits, with 
each competitor budgetirig to double growth compared to maricet growth and then 
purchasing 20-year assets to accomplish this goal, you get the equivalent of economic 
mutual assured destruction. 

In truckload transportation and its mirror image equivalent, rait intermodal transportation, 
we wiil seea unique event this year in the supply/demand/price equation. Unless we have 
an economic downturn of unusual and unexpected proportions, we will see a gross 
reduction in the supply of trucks during a time of economic expansion. The cause of the 
reduction is the well-publicized trio of a significant increase in the cost ofthe tractor asset, 
largely because of environmental regulations; the prospective.implementation of the CSA 
safety initiative; and the potential impfementation of tougher hours-of-sen/ice driving 
restrictions and the use of electronic on-board recorders to enforce these regulations, 

Many analysts — count me among them — forecast a 10 percent reduction in the number 
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of drivers available to fiaut freight Rait carriers and their partners, meantime, appear to be 
on tract< to expand their capacity about 10 percent in 2011. 

Until the increase in fiiel prices in recent weeks, the economy looked on track to grow 
GDP about 3 percent in 2010. Because much ofthe truckload business, particularly retail-
related truckloads, comes from overseas, it would be reasonable to forecast growth in the 
truckioad/intermodat market at around 5 percent. 

Let's look at that math; With the $500 billion trucking industry driver supply reduced by 10 
percent and the market growing 5 percent, a problem of gigantic proportions appears in 
the making. Although rail-based Intermodal business appears able to grow 10 percent, this 
is 10 percent of a $9 billion maricet. It will not have a significant impact on the lost trucking 
capacity. 

In recent history, we have examples of capacity "tightness" in the truckload market. You 
could argue that demand for truckload traffic, grew between 2005 and 2007 and the supply 
didn't quite keep pace. We still saw price increases in the upper-single-digits, more than 
three times normal increases. There was a certain orderliness during this period because, 
in general, freight was not getting left behind, it was merely delayed or shifted to another 
mode. Now it appears in less than six month's we will see the prospect of freight simply not 
being moved for lack of capacity. 

During times of overcapacity in the trucking, intennodal and air passenger business, price 
wars among the suppliers tend to break out with some.frequency, destroying equity value 
iri these markets. It is more likely in the coming scenario that current fireight volumes 
under contract with large, well-capitalized carriers wiil mostly be protected. However, 
customers that outgrow their volume commitments and those unprotected by time/volume 
contracts or who hold contracts with the wrong carriers are in danger of not getting to 
maricet or getting to maricet at excessive prices. 

Here is a practical example. When I was In the temperature-controlled shipping business 
in 2009, a truckload of oranges moved from Southem California to the New Vork City 
suburijs for $4,500. In January 2010, the California Air Resources Board implemented 
rules banning refrigeration units on trucks and railcars that were more than 8 years old or 
that did not comply with the new emissions standards. CAI^B also hired several hundred 
officers to enforce this regulation. This had the irnpact of reducing the supply of trucks 
available to haul perishables. Six months later, the price of the same truckload was $6,750 
and climbing. 

By the end of this year, some shippers actually may perceive a 50 percent premium on 
truckloads to be a bargain. 

Tom Finkbiner is sentor chainnan forthe Intermodal Transportation Institute at the 
University of Denver and executive vice president of Railex. The views expressed here do 
not necessarily reflect those of those, organizations. He can be contacted at 
tfinkbiner52^tampabay.rr.com. 
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Commentary Economy 

Source URL: http://www.Joc.com/commentafy/5upply-demand-and-prlce^elasticity 
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Shortage of truck drivers predicted 
Published: June 9.2010 at 9:04 PM 

W/\SHINGTON, June 9 (UPI) - Retirements, tougher regulattons and a need to replace l£dd-off drivers mean the trucking 
industry will need 200,000 drivers by the end of 2011, a repori says. 

A report sponsored by Penske Logistics, Issued by the Council of Supply Chain Management Professionals, notes the 
U.S. trucking industry has lost almost-150,000 jot^ since the start of 2008 due'to tougher safety regulations designed to 
get bad drivers off the road, and. those lai(i,off due to .the recession arid retirements, CNN reported Wednesday. 

The:author ofthe report, Rosalyn Wilson, said even though unemployment Is high nationwide, the trucking Industry will 
face a challenge finding drivers during thenext year and a half. 

"It's not a very attractive profsssion," she said. "People want jobs, but they also want their quality of life, to be home with 
their family at the end of the work day. 

"We're going to need 1 million drivers in next 15 years just to deal with replacing retirees and the norma) growth of freight," 
she said. 

Wilson said,in May 2009 fhe average pay fora trucker was about $37,730. But more mlies and the driver shortage are 
likely to increase wages In the years ahead, CNN reported. 

"How much of a driver shortage we have will depend on how much theeconomy picks up." she said. 

© 20.10 United Press Intemational, inc./Ml Rights IReserved. """ — - • - • - : . . . . . . , . ._ 

M&G-P-017113 

http://www.upi.coin/Biismess_News/20i 0/06/09/Shortage-of-truck;-drivers-predicted/UPI-93.17127... 2/8/201.1 

http://www.upi.coin/Biismess_News/20i


Format Dynamics;: Kodak Viewer Pagel of2 

Shortages of trucks 
and truck drivers 
stall product 
deliveries 

Updated S/9Q010 6:26 PM 

By Paul Davidson. USA TODAY 

^ 'Na«HamllcAP 

American Trucking Association oHielals say demand Is 
u0 recently after many operators siasfied fleets and 
statt during the dovmtum. 

Shortages of trucks and drivers ara dela^ng some 
dellverjes of products and raw inaterials across the 
USA and raising freight costs. 

The crunch is defying a tepid recovery and near-
10% jobless rate that should supply a vast pool of 
unemptoyed construction and maniitacturii^ 
workers. Shortages are likely to worsen when the 
economy heats up and hew mles ktek in later this 
year that will make it tougher to hire drivers with 
poor safety rtoirds and'oouM llmltthe number of 
hours diivers can work, experts say. 

"Whafs going to happen In six, 12,18 months?" 
says Jon Langenfsid of research firm R.W. Balrd. 

Since June, PPG Industries (PPG), a top giassand 
coatings maker, occasionally hasn't been able to 
find trucks to transport glass from its'^Ktorles to 

window fabricators, delaying deliveries a day or 
two. 'If nothing anives-... it can shut a plant down," 
says PPG supply chain manager Jeffrey Smith. 

After plunging in the recession, contract rates are 
up about 4% in 2010, and spot rates araup as much 
as 40%, Langeiifeld says. About 70% of shippers s 
un/eyed reported light capacity for full truckload 
sen/ice this quarter, up from 27% the first quarter, 
according to research'flrm Wolfs Trahan. 

COMPEITION FOR TRUCKS: Ooubierstacked freight 
trains 

JOBS OUTLOOK: Latest data for ail states, 384 metres 

RECOVERY WATCH: Tracking the economy 

Operators slashed their fleets and workforces in the 
downturn as demand fall 24%, says Bob Costello, 
chief economist for the American Trucking 
Associations. Thousands of smaB flmns closed, 
while survivors trimmed fleets an average 14%.. 

Demand Is up 10% this year, Costello says; as 
manufacturing and retail sales have rebounded 
moderately. But many finns are,stmggling to beef up 
fleets and staff. New thick prices have risen $25,000 
sires 2002 because of stricter emission standards, 
and'many smaller carriers can't get loans because of 
tight credit requiiements, L^ngonfcld says. 

Meanwhile, thousands of older drivers retired when 
they were laid off or saw their workloads cut. Yet it!s 
tough to attract your^er workers to a lifestyle that 
typically means beinjg away from home for weeks at 
a time for salaries that start at aboiit $38,000. 
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Costello says. Many of the unemployed prefer fo 
collect Jobless benafits, he says. 

Combined Tran^iortof Central Point, Ore., has been 
trying to add SO drivets to its staff of 370 for 
months. "We have tmcks and trailers sitting around 
doing, nothing," says President Mike Card, l-le says 
he tums away two or three Jabs a day. 

Con-way Truckkjad (CNW) pf Joplin, Mo., which 
sought 70 drivers this summer, vied with rivals 
offering $10,000 bonuses, says President Hetb 
Schmidt. Schrrildt and Card recently began screening 
drivers based on the anticipated safety standards. 
The criteria could shrink the driver pool 5% to 12%, 
says RosaJyn Wilson of consulting firm tJeican. She 
projects a 400,000-drlver shortage by 2012, 
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Truck Market Tightens for Shippers, Index 
Shows 
May 13,2011 6:07PM GMT 
Truck capacity, costs creating 'difficult' environment for shippers, FTR says 
William B. Cassidy 
Source: 
The Joumal of Commerce Online 

Market conditions are worsening fbr U.S. shippers as; truck capacity tightens and fuel prices and 
surcharges rise, an index released by FTR Associates shows. 

The FTR Shippers' Condition Index dropped 48 percent-from minus-7.7 in February tQ...minu&-11.4' 
iD..^.i:&h. /^ny Index number below zero is unfavorable to shippers. 

At the same time, FTR's Tmcking Conditions Index has been rising, climbing 34 percent In the 
same period to .13.30, the Nashville, Ind.-based company said. 

Any reading above zero Indicates an "adequate" environment for truckers, FTR said, and a reading 
above 10 signals prices, volumes and margins are 'in a good range:'' 

Normal seasonal weakness early in the first quarter obscured the shifiing supply ahd demand 
balance in trucking, said Eric Starics, president of FTR. 

"Now that we are moving into the Hgher fireight months, the dimensions of the capacity situation are 
beginning to come into sharper focus," Starks said. 

Slower economic growth should stabilize the shipper index and even lead to some modest^ 
improvement, said Lany Gross, senior consultant for FTR.. 

"Such improvement would not, however, change our basic outlook for a difficult environment for 
shippers through the end of this-year and well beyond," he said. 

- Contact Wilfiam B..Cassidy at wcassidy^oc.com. Follow him on TwMer^vAtQ^^idyJdc. 

U3L Irucklgjid trucking UoglsiifiS.+Ecgnonfiy 

Source URL: httBii/̂ ywjK,']QC,£Qa!MlĴ 9Al]arJ|;aLcsmEJiU 
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Industry Veteran's Take on the 
Trucking Sector for 2011 and 
Beyond 

According to transportation industry veteran Noel Perry, the 
trucking recovery is fikely to be choppy but stronger than 
many believe. The recovery, however, should start to reaiDy 
take hold in 4Q11 and 1Q12. 

Robust Freight Recovery 

IMr. Perry indicated tiiat ttie freiglit recovery lias been better titan expected despite tlie 

somewtiat slow economic environment. Tlie economic climate lias been fairiy volatile in ttie 

last couple years with a few montiis of positive trends followed by periods of negative or 

stagnant growth. In addition to the better-than-expected demand environment, supply issues 

are expected to play a key role in the dynamics of the industry going fonvani, as likely labor 

and equipment shortages shouid create a capacity cninch. 

Driver and Equipment Shortages Continue to Loom 

Driver shortage continues to loom over the tmckkiad industry due to hours-of-sennce 

regulation, CSA 2010,-and new proofof-immigration status requirements far obtaining or 

renewing a driver license. These regulations, along with tighter in-house hiring standanJs, Ihe 

recession^ra closure of many driving schools, and many companies' tendencies to wait a 

couple of years after a recession befbre ramping up hiring, could cause 300K-400K diivers to 

be elimmated ih the industiy, according to Mr. Perry. Additionally, Mr. Peny believes there is a 

better-than-50% chance of a record tmckload equipment shortage on ihe horizon. 

Pricing Should Save the Oay 

-On the.bright side, we believe that pricing wiii begin to improve significantly In 2H11, Mr. 

Peny believes that price increases in the high single digits are likely in the back half of (his 

year and that price increases in the 11 -12% range are likely in 2012. This should olfset the 

increased cost of driver hiring and the likely rise in equipment cost, as well as any slowdown 

in volume growth resultingfrom a driver shortage. Due to the favorable pricing and volume, 

growth prospects, our tohg-temi outlook on the TL industry remains feyorabie. 

I^ease read Required Disctosures & Analyst Certification on the last pages of this report. 

MEMBER: FINRA/SlPC www.dahlmanrose.com 
M&G-P-017328 

mailto:5eidl@dahlmanfose.com
http://www.dahlmanrose.com


DAHLIVIANROSE&CO. 

Robust Freight Recovery 

Driver and Equipment Shortages 
Continue to Loom oyer Truckload. 
Industry 
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Mr. Perry indicated that the freight recoveiy has been better than expected despite the 

somewhat slow economic environment. The economic climate has been fairly volatile in the 

last couple years, with a few months of positive trends followed by periods of negative'or 

stagnant growth. In addition to the better-than-expected demand environment, supply issues 

are expected to play a key role in the dynamics of the industry going fonvard, as likely labor 

and equipment shortages should create a capacity crunch. 

Mr. Periy confirmed our view that a driver shortage continues to loom over the tmckload 

industry. This shortage is due to several bctors including the hour-of-senrice regulation, 

whose objective, among other things. Is b lower the driving hour limit (possibly by one hour) 

and overall duty hours (possibly by another hour). The HOS changes however, could be 

delayed as the US Department of Transportation (DOT) recently stated it will miss a court 

deadline to complete work on an HOS study on fatigue. The DOT had been directed by a US 

court to complete the regulation bf Juiy 26, as part of a prior settlement 

Another legislation is CSA(C6mprehensive Safety Analysis) 2010, which introduces tighter 

mles on the way tmcking companies conduct their business, largely through enforcing a new 

set of stricter record-keeping practtees in the industiy. Mr. Perry believes this is unlikely to go 

into effect until late 2011 or even 2012. However, when it is finally implemented, it wili likely 

.make driver hiring more difficult. For a more detailed discussion of CSA regulations, see our 

recent note Is CSA the Next Roadblock after Weather and Fuel? 

Proof of legal immigratioii status is set to become a requirement for drivers applying fbr a new 

driver license or the renewal thelreof. This requirement couid affect 5% of totai US drivers, a 

percentage of whom will likely lose their jobs. Mr. Peny estimates that this could result in as 

many as SOK drivers exiting the maricet 

These govemment regulations, along with tighter in-house hiring standards by the caniers 

to limit safety risk and legal liability, the recession-era closure of many driving schools, and 

many companies' tendencies to wait a couple of years after a recession befbre ramping up 

hiring, could cause about 300K-400K drivers to be eliminated in the industry, according to Mr. 

Penys estimates. This is a major concem in an industry that needs to add about 150K drivers 

per year, just to deal with attrition. Mr, Peny Indicated that the hiring of 1S0K drivers would 

most likely require the training of 1'70K drivers, which in turn would have required around 

340K drivers to tum in applications. This would imply that the earners, on aggregate, would 

have to consider over 'IMM drivers in the initiai phase of the hiring process. For a dose look 

at the impact of possible labor costs on the carriers' eamings, see our recent note Tmckload 

Carrier Fuel and Labor Stress Test 

Additionally, Mr. Peny believes a greater-than-nonnai cyclical equipment shortage may be 

bn-the horizon. In fact, he believes there is a better-than-SO% chance of a record tmckload 

equipment shortage. The companies that wiil have the highest degree of success in facing 
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such shortage, aoconJIng to Mr. Peny, are the ones that wiH do the best job assigning 

equipment to loads at the right prices. 

The antKJpated driver and equipment shortages will likely result in a real physical shortage 

in tmcks in service, which could lead to a riumber of challenges including cost headwinds 

from higher driver pay and the negative consequences of missed deliveries. Therefore, we 

remain concemed about the near- to medium-tenn prospects of the TL industry and believe 

that shares of the publicly-traded companies in the space may trade skleways in the near 

term. 

Pricing Should Save the Day On the bright side, we believe that pricing wfll begin to improve signifjcaitiy in 2H11. Mr. Peny 

believes that price increases in the high single digits are likely in the back half of this year and 

that price increases in the 11-12% range are likely in 2012 (we note this is f x ahead of our 

current expectations). This should offset the increased cost of driver hiring and the likely rise 

In equipment cost as well as any slowdown in volume growth resulting from a driver shortage. 

Due to the tevorable pridng and volume growth prospects, our iong-temi outlook on the TL 

industry remains tevorable. 
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Valuation Methodology & investmemit Risks 

Valuation Methodology 

We use one-year fonivanl PE multiples to value covered companies in the railroad sector. We support our valuation with EV/EBITDA'and tangible 

book value analysis. 

We use one-year forward PE multiples to value covered companies in the tmcking sector. We support our vaiuatioh with EV/EBITDA and tangible 

book Value analysis. 

Investment Risks 

Primary Raii investment Risks -

¥ Risk of economic downtums and their impact On rail traffic and pricing. 

¥ Reguiatory risk posing a threat to the railroads' ability to achieve sufficient returns on their investments. 

^ The possibility of high-speed passenger rail encroachment 

^ Utigation risk stemming from acdderits and fatalities. 

^ Competitive threat posed by other modes of freight transportation such as'trucking. 

¥ High capital spending required to buikJ and maintain railroad networks and to replace cars and tooomotives. 

¥ Risk of severe weather dismpting raiiroad networks.: 

^ Rising fuel costs and the lag effect of fuel surcharge recovery. 

Prf maiy Trucking Investment Risks • 

^ Risk of economic downturns and ttieir impact on toniiage and pricing. 

^ Litigation risk stemming from acckients and fatalities. 

^ Competitive threat posed by other modes of freight transportafion such as the railroad sector. 

1̂  Rising fuel prices could significantly Increase tmckers' operating costs. 

^ Environmental concems and regulations associated with air pollution. 

^ Driver availabilityand stricter driver screening requirements. 

^ Risk of severe weattier dismpting tmcking operations. 
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Disclosures 

Disclaimer: 

Theinfbrmation presented In ttiis report is fbr infbnnational purposes only. It was prepared based on infonnation and sources that we believe to be 

reliable, but we make no representations or guarantees as to the accuracy or completeness of ttie infbmfiatton contained herein. This report is not to 

be construed as an offer to sell or a solicitatton of an offer to buy any security. The opinions expressed in this report may change wittiout notice. 

Certification: 

Each analyst identified in ttiis report certifies in accordance witti SEC Regulation AC, with respect to any company and securities discussed in this 

report, ttiat ttie recommendations and opinnns expressed accurately reflect the analysf s personal views and no part of ttie analyst's compensation 

was, is, or will be, directty or indirecUy, related to ttie specific recommendatibns or views expressed herein. 

Required Disclosures: 

No analyst who participated in Jhe creation of this report owns sec'u'rittes issued by ttie subject companies. 

Dahlman Rose & Company, LLC, and/or its affiliates may have positions in the securities discussed in ttiis report. However,,none of those positions 

equal or exceed 1 % of ttie equ ity securities outstanding tor ttie subject companies. 

Dahlman Rose & Company, LLC, and/or any of its analysts, officers or employees, or any household members do not senre as an officer, director or 

advisory board member of any of tfie companies discussed In ttiis report. 

Dahlman Rose & Company, LLC vitends to seek to bea financial advisor or to engage in investment banking sen/ices with one or any of ttie subject 

companies discussed in its research reports and may receive compensattoii for such servtees during the ttiree monttis following publication of 

-this Report As a result, investors should be aware ttiat ttie firm might have a conflict of interest ttiat coukl affect the objectivity.of this report. For 

disdpsures regarding investment banking activity in the'past 12 monttis, please contect Compliance, Dahlman Rose &~ Company, LLC, 1301 Avenue 

of ttie Americas, 44tt) Roor, New York, NY 10019. 

This report'constitutes a compendium report (covers six or more subject companies). As such, Dahlman Rose & Company, LLC. chooses to provide 

specific disclosures tor ttie companies mentioned by reference. To access cun«nt disdosures for the ail companies in tttis report, clients should refer 

to our Disclosure Site or contact your Dahlman Rose & Company, LLC. representetive tor additional intomiation. 

Dahlman Rose & Company, LLC is not a tax or legal advisor and provides no legal or tex advice or opinions witti respeci to ttie securities 

recommended in ttiis report 

For disclosures regarding mari<et making activity, please contact Compliance Department, Dahlman Rose & Company, LLC, 1301 Avenue of the 

Americas, 44th Fioor, IMew Yori(, NY 10019. 

Stack Ratings: 
I 

Dahlman Rose & Company, LLC assigns ttie foliowing ratings to ttie securities of its subject companies: 
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Buy - The fiindamentels/valuations of the subject company are improving and ttie investment retum is expectedto be 5 to 15 percentage points 

higher than ttie general niarfcet retum. 

Sell - The fiindamentels/valuations of ttie subject company are deteriorating and ttie invesbnent retum is expected to be 5 to 15 percentege points 

/owerttian ttie genei;al.mari(ĵ  retum. 

Hold - The lundamentels/valuations of the subject compariy.are neilfm imprmring nordeterior^ng and the investment retum is expected to be /n 

line witti ttie general market retum. 

Ratings Distribution: 

Ratings Dlstrlbutloh A Investment Banking Disclosure 
Rating Count 
Buy -rated 128 
Hold -rated 109 
Sell -rated. 5 

Ratings Distribution* 
52.90 
45.00 

2.10 

Count 
38 
38 
2 

Investment Banking** 
29.69 
34.86 
40.00 
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